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KEY ECONOMIC INDICATORS - NEPAL 


All values in US$ million and for end Exchange Rate: 

of period unless otherwise stated. US $1.00 = NRs. 12.00 
NEPAL FISCAL YEAR Percentage 
Mid-July to Mid-Jul FY 78/79 FY 79/80 Fy 80/81 Change 


INCOME & PRODUCTION 

GDP at current prices (est.) 1,780 1,989 2,435 

GDP at constant FY 77 prices(est.) 1,565 1,542 1, 627 

Per capita GDP, constant prices 114 110 115 
Agricultural Production (000 m.t.) 

Foodgrains 3,691 3,196 3,834 

Cash crops 809 798 916 
Government Budget 

Regular 86.8 96.8 VIS.8: 22.7 
Development 164.9 192.4 230.0 19.5 


MONEY & PRICES 
Money Supply 208.7 2335.9 273.7* 11.8* 
Interest Rates 
Central Bank (treasury bills) 4.0 530 5.0 nil 
Commercial Banks (prime) 13.9 11.0 ii.8 nil 
Commercial Banks (average) 14.0 14.0 14.0 nil 
Retail Price Index (72/73 = 100) 161.8 Tvs 210.6 28.6 


BALANCE OF PAYMENTS & TRADE 
Gold and convertible currency 143.0 150.8 147.6* 7.7% 


reserves+ 
Indian currency reserves+ 47.7 35.2 62.9* 64,7* 
External Public Debt Outstanding ip. 150.6 174.7* 42.7% 
Balance of Payments (basic balance) 39.0 13..5 - 4.7* -132.4* 
Balance of Trade -132.3 -195.1 -256.7 31.6 
Exports, FOB 108.2 95.9 11630 22.0 
Overseas Exports, FOB 53.9 oes 45.1 -14.1 
U.S. Share ee h Ted 3.0 -61.0 
Imports, CIF 240,4 290.0 37244 *28:5 
Overseas Imports, CIF 108.6 242 52: 194.0 35.4 
U.S. Share 8,4 8.6 N/A N/A 


Overseas Tourist Arrivals 123,432 125,915e 126,000e GO. 2: 


Main imports from U.S. (FY 1979/80): Aircraft spare parts - $1.8, 
Wheat flour -$1.5, Food stuff & 
milk products - $1.0, medicines - 
$0.9, machineries & parts - $0.6, 
tobacco - $0.3. 


Notes: * As of Mid-April 1981 (percentage change over previous 12 months) 
+ Net Official, plus Commercial» Bank Holdings. 
e Embassy Estimates. 


Source: National Planning Commission, Nepal Rastra Bank, Ministry of 
Finance; Ministry of Tourism, Trade Promotion Center, Plus 
Embassy Estimates. 





SUMMARY 


Nepal is a relatively small, landlocked, mountainous country. 

The bulk of its population lives either on the edge of the 

Ganges Plain near the southern border of the country, in small 
valleys within the Himalayan foothills, or on the slopes sur- 
rounding these valleys. Population, already dense, is increas- 
ing at 2.5 percent per year. The only arable land not already 
under cultivation is in the country's nearly depleted forestry 
reserves, and more pressure is being placed each year upon the 
country's limited resources. The differences between a good 

year and a bad one depend almost entirely on the monsoon rainfall. 
Although Nepal continues to be a net exporter of rice, domestic 
consumption is gradually approaching production. Should there 

be a serious crop shortfall in the future, Nepal will be forced 
to import feedgrains with a serious adverse impact on its foreign 
reserves. 


While the basic economic problems facing Nepal have not changed, 
a good harvest last year and moderating fuel and other prices 
gave the country some respite from the economic deterioration 

of the previous year. Agricultural production was up 19 percent 
over 1979/80 (mid-July to mid-July) and 4 percent over 1978/79, 
which contributed to an estimated increase in the GDP of 5 percent. 
Industrial production was, on the other hand, generally weak, 
leading the Government to shift toward more support for private 
initiative. Nepal's trade deficit continued to grow as imports 
expanded by almost 30 percent. Exports also increased substan- 
tially and invisible earnings strengthened to absorb part of the 
impact of the growing imports. Foreign assistance virtually 
accounted for the remainder of the trade deficit so that the 
basic balance of payments was only marginally negative. Un- 
specified capital movements, in fact, led to a strengthening of 
the reserves. 


Foreign assistance to Nepal, dominated by such multilateral donors 
as the World Bank and the Asian Development Bank, is increasing 
rapidly and plays a critical role in financing the country's 
development plans. 


The best opportunities for U.S. business in Nepal are specifically 
related to major projects financed by this increasing multilateral 
aid. The possibilities include consultant work, construction 
contracts and equipment sales. Investment opportunities exist 
primarily in tourism with lesser possibilities also in mining 

and agri-business. The Government of Nepal warmly encourages 
foreign investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


PRODUCTION: With a good monsoon, the 1980-81 (mid-July to mid- 
July) grain harvests recovered from the slump of the previous 

year and surpassed the relatively good harvest of the year before. 
Ninety-five percent of Nepal's population are subistence farmers, 
and as the rice, wheat and corn crops go, so does the economy as a 
whole. Production figures in thousands of metric tons are as 
follows for major susistence crops; 


Crops 1978/79 1979/80 1980/81 


Paddy a¢339 2,060 2,464 
Corn 743 554 743 
Wheat 454 440 482 


Yields remain very low (1.93 m.t./ha. for paddy and 1.62 m.t./ha. 
for wheat),as use of fertilizers, improved seeds and irrigation 
remains very limited. The good harvest permitted exports of 
35,000 m.t. of rice after there having been virtually no exports 
from last year's crops. This, however, compares with exports of 
50,000-125,000 tons in recent years. 


Cashcrop production put in a mixed performance. Sugar cane out- 
put increased significantly, probably because of high prices last 
year. Conversely, jute production fell off in the face of the 
weakness in the world market. Production figures for principal 
cash crops in thousands of metric tons are: 


Crops 1978/79 1979/80 1980/81 


384 479 
62 77 

6 5 
68 59 
278 295 


Sugar cane 379 
Oil seeds 92 
Tobacco 5 
Jute 66 
Potatoes 268 


Industrial production generally failed to break out of the dis- 
appointing pattern of recent years. Principal industrial produc- 
tion consists of sugar and jute processing. The former, off 
nearly 50 percent last year from the year before, dropped further 
this year. Over the first nine months of the year, production was 
10,481 m.t., compared to 13,861 last year. Jute goods production, 
on the other hand, rose from last year's level of 14,777 m.t. to 
16,805 m.t. despite the drop in production. The remainder of 
Nepal's industrial production is essentially small scale import 
substitution manufacturing. With the exception of shoe production, 
which went from 45,962 pairs over the first nine months last year 
to 68,211 pairs over the same period this year, major industries 





are in general decline. Cement production, for example, dropped 
to 19,436 m.t. over the first nine months from 20,929 tons for 
nine months last year. Last year's annual total was, however, 
almost 30 percent below production levels of 76/77 and 77/78. 


This rather dismal picture has lead the Government to turn more 
toward the private sector for industrial and commercial develop- 
ment. The Government rice exporting companies, which enjoyed a 
monopoly over the export of rice, were abolished, and trade re- 
stored to private entrepreneurs. A new investment policy was 
promulgated by the Ministry of Industry, which will accord a range 
of generous concessions to foreign investors. Implementing leg- 
islation is currently pending in the National Assembly. 


The future of further industrialization in Nepal is limited by 

the need to develop hydroelectric power as well as to find a 
market for the goods produced. Nepal's population of around 14 
million, most of which are subsistence farmers with virtually no 
cash income, will not support more than a small number of import 
substitute industries. Exports could eventually go to India, but 
penetrating the Indian market is difficult. A textile mill has 
opened with a capacity of 11 million meters of cloth and 200 tons 
of yarn, but there is insufficient Nepalese cotton production to 
supply it. Work has begun on a cement plant with a capacity of 
750 tons per day, and India will assist Nepal with the construction 
of a second with a capacity of 1,500 tons of cement per day. It 
is estimated that the annual demand for cement in Nepal is about 
300 thousand tons so that eventually the country will have sub- 
stantial cement export potential. With Chinese help, Nepal is 
planning the construction of a small paper mill using rice straw 
as raw material, as well as a large mill with trees as the source 
of cellulose. The Chinese will also assist in the construction of 
a new sugar mill. The Soviets are beginning design work on a 
resin and turpentine factory. 


POWER: Nepal is estimated to have 2 percent of the world's hydro- 
electric potential. To date, this has only been marginally ex- 
ploited, chiefly because Nepal itself cannot supply a market for 
even moderate amounts of power and reaching an agreement with India 
to purchase power on a long-term basis has been difficult. This 
year, however, it would appear that substantial progress has been 
made in reaching an agreement between the two countries to go 

ahead with joint development of Nepal's hydroelectric resources. 
Four major projects, including the Karnali project, are currently 
either under discussion or entering the design phase. The final 
studies for the latter should soon get underway. Various foreign 
assistance donors are also helping Nepal develop mini hydroelectric 
projects which will provide villages with an alternative fuel 
source to replace firewood for household fuel and to provide energy 
for cottage industries. 





COST OF LIVING: Inflation continues to be a serious problem, 
although moderating petroleum prices and easing of the prices 

of some other basic commodities has dispelled pre-occupation 

that the economy was totally out of control. Even so, the offi- 
cial statistics show an increase in the cost of living of over 

18 percent, which though probably low is far more realistic than 
previous official estimates.’ On the whole, the markets were more 
orderly this year than last and the number of artificial shortages 
less. 


TRADE AND BALANCE OF PAYMENTS: Nepal's traditional trade deficit 
continues to grow, although new developments tend to obscure the 
Significance of the figure. The trade balance with India actually 
improved this year due to the export of 35,000 m.t. of rice 
credited to the Indian account. The bulk of the increase in the 
deficit stems from the virtual doubling of imports from third 
countries, some of which are re-exported. The re-exports are 

not reflected in the trade statistics, although they do show up 
eventually, at least in part, as unspecified invisible earnings. or 
Capital movements. As a result, the trade deficit appears worse 
than it actually is. 


While the overall balance of payments picture is clearer, it also 
is obscured by the uncontrolled movement of private capital into 
and out of the country. Invisible earnings stemming from net 
tourism earnings, workers’ remittances and Gurkha pensions have 
traditionally offset much of the trade deficit and continue to do 
so. Net tourism earnings increased by 50 percent, although a 
much larger part of these earnings came from Indian tourists 

than in earlier years. Transcontinental tourist receipts were, 
in fact, a major disappointment last year. The other invisibles 
also continue to grow significantly and together amount to around 
40 percent of the trade deficit, the traditional proportion. 
Foreign assistance continues its pattern of rapid growth, and 
grants alone now amount to two-thirds of exports. Grants and 
loans together exceed exports and make up nearly 50 percent of 
the trade deficit. While foreign assistance and the invisible 
earnings have eliminated all but a small deficit in the current 
balance of payments account, unexplained capital movements resulted 
in a surplus in Nepal's overall balance of payments over the first 
nine months of the year and an increase in the reserves of over 
$16 million at this point last year. Because, however, of the 
rapid increase in imports, Nepal's reserves in terms of import 
months equivalent has fallen from last year's 6.3 months to 4.8. 


GOVERNMENT BUDGET: After a period of stagnating revenues and 
development expenditures in 1979/80, budgetary operations re- 
covered last year. Revenues, based largely on import duties 

and sales taxes levied at the point of entry, increased 22 percent. 
Development expenditures have also increased significantly. Nepal's 





budget is divided into the regular (or operating) budget and 

the development budget. The latter, which normally makes up 
about two-thirds of total expenditures, is partially funded by 
foreign assistance. Normally, assistance has provided 65-70 
percent of the development budget, but in 1979/80 this increased 
to nearly 80 percent, raising some apprehension that Nepal would 
be unable to maintain the pace of its development efforts. The 
Government has, however, been able to regain its former momentum 
on the strength of the increased revenues. 


Foreign debt remains relatively small, and since it is all at 
concessional rates, debt servicing is an insignificant burden, 
Total outstanding debt after nine months of the year was $175 
million compared to $122 million at the beginning of the year. 


FOREIGN ASSISTANCE: Nepal is one of the poorest countries in 

the world, and, in effect, has access to virtually as much assis- 
tance as it can effectively absorb. Both grants and loans are 
increasing sharply, and maintenance of Nepal's foreign reserves 
and development effort are dependent upon their continuing to do 
so. It is estimated that foreign assistance disbursement doubled 
last year, rising to $172 million. 


IMPLICATIONS FOR THE UNITED STATES 


Nothing has occurred to alter the fact that Nepal, with its small 
population, undeveloped economy, and geographic remoteness, is not 
destined to become a major market for U.S. goods and services. 

Even where possibilities do exist, U.S. firms will face stiff. 
competition, not only from developed countries with experience in 
the region (such as Japan) but also from developing nations 

(such as Korea and more notably India) which possess the technology 
to meet many of Nepal's requirements and have a major competitive 
edge from the standpoint of labor costs and other factors. 


Despite these negative conditions, significant opportunities for 
American business are growing in certain specialized fields, 
particularly in hydoelectric power generation and electrical 
distribution. While it is only rarely that U.S. equipment can 
meet competition from Indian and Oriental competition, there 

may well soon be a significant opportunity in Nepal for American 
expertise in the design and implementation of major projects. 
Worthy of particular attention are such development projects 
financed by the World Bank/IDA and by the Asian Development Bank. 
These projects are growing in number and value, and offer substan- 
tial opportunities for consultancy, contracting and, to a lesser 
degree, equipment sales. In some cases--e.g., the irrigation and 
rural development projects--the scope may not be sufficiently com- 
plex to enable U.S. contractors to compete successfully. 
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You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
Trends and their Implications for the United States 
offer country-by-country reports with the information 
you need to succeed in overseas business. 


Overseas Business Reports (opr’s)—40 
a year—bring you detailed information on overseas 
trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 
U.S. goods. You'll find information on: 


@ trade patterns 

@ industry trends 

@ distribution channels 
@ natural resources 

@ population 


@ transportation 

@ trade regulations 

@ market prospects for 
selected U.S. products 

@ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you-plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


e is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect US. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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